









Contents 


18 Years of Growth 


1 Financial Highlights 

2 President’s Letter 
5 Beverage Division 
8 Theatre Division 

11 Communications Group 

12 Sunkist Soft Drinks Inc. 

13 GCC Filins, Inc. 

14 Dividend Policy 

15 Financial Review 

17 Management’s Analysis of 
Operations 

18 Ten Year Summary 

20 Consolidated Balance Sheets 

22 Consolidated Statements of 
Earnings 

23 Divisional Statements of 
Earnings 

23 Consolidated Statements of 
Shareholders’ Equity 

24 Consolidated Statements of 
Changes in Financial Position 

25 Notes to Consolidated Financial 
Statements 

30 Auditors Report 

31 Directors 

32 Management Information 
IBC Shareholder Informauon 


$600 

560 

520 

460 



$30 

28 

26 

24 

22 

20 

18 

16 

12 

10 



General Cinema Corporation, a 
growth company in the leisure and 
consumer product areas, is a leading 
independent bottler of soft drinks 
and an important exhibitor of motion 
pictures. The Company also owns 
and operates broadcasting properties, 
and is developing a nationally branded 
soft drink under the Sunkist 5 name. 
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Financial Highlights 


General Cinema Corporation 
and Subsidiaries 


(Dollar amounts in thousands Years ended October 31, 1978 

except Per Share Data.) 


Percent Change 


REVENUES. 

OPERATING EARNINGS. 

Percent to Revenue . 

NET EARNINGS. 

Percent to Revenue. 

TOTAL ASSETS. 

shareholders’ equity. 

NUMBER OF SHARES OUTSTANDING 
(Weighted average number of shares 
and common share equivalents.) 

PER SHARE DATA: 

Net Earnings. 

Dividends . 

Book Value . 

NUMBER OF EMPLOYEES. 

NUMBER OF SHAREHOLDERS. 
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President’s Letter 


Dear Shareholder: 

General Cinema once again has 
completed an outstanding year in 
sales and earnings—a year in which 
each of its two major businesses, 
soft drink bottling and movie 
exhibition, achieved record oper¬ 
ating results. The Company had 
net income of S24.6 million in 
1978—up 21.7% from I977’s rec¬ 
ord level, and income per share 
rose to S4.43 from S3.64 a year 
ago. Total revenues in 1978 were 
§594.9 million, a 27.9% increase 
over the prior year. 

As the charts on the inside front 
cover show, General Cinema has 
posted consistent and well-above¬ 
average growth since it first offered 
its shares to the public in 1960. 
During these 18 years, the Com¬ 
pany has demonstrated its ability 
to expand its operations profitably 
in the full range of economic cli¬ 
mates. Revenues have advanced 
each year, and net earnings and 
earnings per share in every year 
but one. 

During the last five years, on an 
expanded base, General Cinema 
has compiled impressive growth 
statistics. Revenues have grown at 
an annual compound late of 
19.4%, net income at 21.1%, and 
earnings per share at 21.3%. Our 
average annual return on equity 
during this period was 18.4% and 
dividends paid to Shareholders 
have increased front 41 6 per share 
in 1974 to 94(1 in 1978. 

In accordance with our dividend 
policy which is stated on page 14 
of this report, the annualized pay¬ 
out ratio has increased to 25% with 


the recent increase in the quar¬ 
terly cash dividend to 28(1 per 
share, equal to an annual rate 
of §1.12. 

Last year’s financial gains were 
especially healthy because they 
were achieved on significant vol¬ 
ume growth in our Beverage and 
Theatre Divisions, which together 
account for 97.8% of total rev¬ 
enues and 95.4% of operating 
earnings. These gains in physical 
volume, coupled with effective 
cost controls, produced greater 
efficiencies and were the primary 
reasons that operating earnings, 
before corporate charges, ad¬ 
vanced 41.0% and consolidated 
operating margins increased from 
10.0% to 11.0% in 1978. Pretax 
earnings advanced at a lower per¬ 


u We enter fiscal 1979 with 
confidence and the full ex¬ 
pectation that operating 
results for the year will 
again be at record levels.” 



centage rate due to significant 
increases in corporate charges, 
relating primarily to the product 
research and development costs 
incurred in connection with 
Sunkist Soft Drinks, Inc. and a 
reserve set up against our remain¬ 
ing investment in furniture 
retailing. 

Our Beverage Division had 
another excellent year in 1978. It 
is the largest independent soft 
drink bottler in the United States 
(selling primarily Pepsi-Cola, Dr 
Pepper and 7-UP products) with 
franchise areas serving about 8% 
of the nation’s total population. 
Case sales growth last year was 
more than double the estimated 
5% advance for the soft drink 
industry, reflecting the strength of 
our marketing efforts, the breadth 
of our product lines, and our will¬ 
ingness to invest capital in the 
marketplace. 

The Theatre Division had an 
extraordinary year. For the first 
time in many years, the supply of 
commercial!) successful films was 
adequate. We had a continuous 
stream of popular pictures to 
exhibit in our 791 theatres which 
are located primarily in regional 
shopping centers across the coun¬ 
try. Movie going is a tradition 
among all age groups of the 
American public, and the oppor¬ 
tunity to get out of the house and 
enjoy first-run feature films con¬ 
tinues to be a popular and reason¬ 
ably inexpensive form of enter¬ 
tainment for millions of people. 
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Both the Beverage and Theatre 
Divisions provide relatively low- 
cost enjoyment and entertainment 
to the consumer. Over the last 
several years the Consumer Price 
Index has increased substantially 
faster than the prices of soft drinks 
and motion picture theatre tickets. 
We believe that both products 
deliver real value to the purchaser 
—particularly when compared to 
alternative forms of entertain¬ 
ment or refreshment. Therefore, 
we think that both divisions are in 
good position to maintain oper¬ 
ating margins and comparative 
market shares in the years ahead. 

Two years ago, General Cinema 
began its film financing activity. 
Our primary objective was and is 
to develop the management 
capability to be able to increase 
the supply of feature films avail¬ 
able for exhibition. The addi¬ 
tion of even a few popular films to 
the present supply would be a 
contribution to the industry and 
would benefit our theatres as well. 
Although this activity has not 
been profitable to date, we have 
been able to limit our financial 
exposure and expect to earn a 
return in the future commensur¬ 
ate with the risks involved. We 
are generally satisfied with our 
experience to date, and we believe 
that a continuation of our film 
financing activity is warranted in 
order to be able to add to the 
supply of feature films. Within the 
next 18 months, five films financed 
in part by General Cinema will 
be released for exhibition. 


Our Communications Group, 
which includes WCIX-TV in 
Miami, and two major-market FM 
radio stations, made good progress 
last year and contributed to the 
gain in operating earnings. On 
January 2, 1979, GCC Communi¬ 
cations of Boston, Inc. (80% 
owned by the Company) pur¬ 
chased WHUE AM/FM (Boston). 
We are continuing our efforts to 
acquire additional broadcasting 
properties which have growth 
potential. 

From a long-term point of view, 
one of the most significant events 
of the past year was the investment 
in the development of Sunkist® 
Orange Soda—our first proprietary 
entry in the consumer product 
area. We have developed the 
product, packaging, advertising 
and an outstanding nucleus of 
franchised bottlers for Sunkist® 
Orange Soda. After months of 
extensive test marketing, con¬ 
sumer acceptance of this product 
has exceeded our expectations by 
a wide margin in all markets. I 
report with a great deal of opti¬ 
mism that our subsidiary, Sunkist 
Soft Drinks, Inc., is no longer a 
venture, but a business, and we 
are committed to making Sunkist® 
Orange Soda the leading orange 
soft drink in America. It is impor¬ 
tant to understand that in 1978 we 
expensed our S5.9 million invest¬ 
ment in this activity. Although 
considerable additional expen¬ 
ditures will be incurred, we are 
extremely pleased with the prog¬ 
ress of Sunkist Soft Drinks, Inc. to 
date, and believe that this busi¬ 
ness will become a major contrib¬ 


utor to General Cinema’s growth 
in the 1980’s. 

General Cinema is entering the 
new fiscal year in excellent finan¬ 
cial condition, with $34 million in 
cash and cash equivalents. Since 
our Beverage Division is self- 
financing and the Theatre Divi¬ 
sion has historically generated cash 
in excess of its needs, we have the 
opportunity to invest funds in 
other business areas. Therefore, 
we are seeking acquisition can¬ 
didates which have the potential 
to enhance our earnings growth in 
the future. Our criteria are diffi¬ 
cult to satisfy and we would prefer 
to acquire a company, or com¬ 
panies, in the consumer or leisure 
areas where we are comfortable 
and which would complement our 
existing operations. 

I am pleased to report on three 
significant management changes 
which occurred during the year. 

Alexander M. Tanger, who has 
long been affiliated with our Com¬ 
munications Group, was elected 
Senior Vice President—Com¬ 
munications. 

Robert J. Tarr, Jr., formerly 
our Corporate Treasurer, teas 
elected President of GCC Bev¬ 
erages, Inc. succeeding Herbert G. 
Paige who has resigned. Mr. Tarr 
will continue as a Corporate Vice 
President. 

Samuel Frankenheim has re¬ 
cently joined General Cinema in 
the newly created position of 
Senior Vice President-General 
Counsel. 
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Outlook 

We enter fiscal 1979 with con¬ 
fidence and the full expectation 
that operating results for the year 
will again reach record levels. The 
Beverage Division should lead the 
way as it has very strong sales 
momentum and will continue to 
benefit from the investments we 
have made and are continuing to 
make in the marketplace. The 
Theatre Division should have a 
good year although its operating 
results probably will not achieve 
the extraordinary levels attained 
last year. The film outlook is 
reasonably good and there should 
be relatively few write-offs re¬ 
lating to the disposition of older 
theatre properties. 

Regarding our other activities, 
we expect the Communications 
Group to continue to grow in 
both revenues and earnings. Film 
financing should benefit as profits 
from the successful picture, 
“Capricorn I,” will partially 
offset carrying costs of unreleased 
films. Sunkist Soft Drinks, Inc. has 
become operational and it will 
generate meaningful revenues for 
the first time, somewhat reducing 
development charges to be in¬ 
curred during the year. 

Non-operating corporate 
charges will be considerably less 
this year. First, there should be no 
additional reserve for furniture 
retailing as we have written off 
our investment. Second, our excess 
cash is being invested and the 
interest income should substan¬ 
tially reduce net interest expense. 


In summary, although we 
cannot reasonably expect as rel¬ 
atively large an increase in oper¬ 
ating earnings as we had in fiscal 
1978—an extraordinary year—con¬ 
solidated net earnings could in¬ 
crease appreciably in fiscal 1979. 
For those who may be concerned 
about the effect of inflation, reces¬ 
sion, or even mandatory price and 
wage controls, it should be remem¬ 
bered that historically General 
Cinema has performed very well 
in periods plagued by these prob¬ 
lems. Both of General Cinema’s 
basic businesses are resistant to 
inflation or economic slowdown, 
as they provide relatively low-cost 
enjoyment to the consuming 
public. 

On behalf of Management and 
the Board of Directors, I wish to 
express our sincere appreciation to 
the more than 11,200 employees of 
General Cinema for their very 
significant contribution to the 
success of our Company. I would 
also like to express our gratitude 
to our Shareholders for their 
loyalty, and assure them of our 
continuing dedication to fulfill 
the trust and expectations they 
have placed in General Cinema. 

Sincerely, 

Richard A. Smith 

President 

January 15, 1979 w 
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Beverage Division 


Beverage Division 

(In thousands) 1978 1977 Percent Change 

Revenues. $315,156 S240/115 31.1% 

Operating Earnings. S 37,385 S 29,913 25.0% 

Operating Margins . 11.9% 12.4 % 


General Cinema's Beverage Division 
had an excellent year, with operating 
resvtpFagain a '■vaKIlevels. Rev¬ 
enues advanceu _a $315.2 million, an 
increase ol 31.1 % over last year, due 
to sustained volume growth in all 
segments ol the market. Operating 
earningsol S37.1 million were 25.0% 
ahead ol last year's record level. Price 
increases and improved operating 
and distribution elliciencies offset in¬ 
creased material costs and enabled 
the Division to generally maintain its 

Our Beverage Division continues 
to be the largest independent bottler 
ol soft drinks in the United States. 

We notv operate 23 production facili¬ 
ties and 27 distribution centers in 
nine states and the District of Colum¬ 
bia. Almost 90% of our case sales are 
ol national brands, principally Pepsi¬ 
Cola, Dr Pepper and 7-UP products. 

It is significant to note that the 
Division's 1978 case sales growth, was 
more than double the estimated 5% 
growth rate for the solt drink indus¬ 
try. Our secondary, as well as our 
major brands, made a substantial 
contribution to the Division's volume 


As we discussed in last \ ear's annual 
report, to continue expanding in¬ 
ternally at a iaM? fgjter than the soft 
drink industry average, the Division 
must broaden its product line. After 
successfully test marketing Hawaiian 
Punch and Country Time Lemonade 
in 1977, we introduced these brands 


44 We have the products, the 
distribution capability and 
the capital, and we have 
developed the human re¬ 
sources to preserve our com¬ 
petitive position.” 



into most ol our lranchises last spring 
and they made a meaningful con¬ 
tribution to our volume growth. 

This past year we successfully test- 
marketed General Cinema's own 


product, SunkisU Orange Soda, and 
we will be introducing it to all our 
markets in fiscal 1979. 

The expansion of our product line 
has helped us significantly in the 
development of other channels of dis¬ 
tribution—particularly non-food store 
outlets and the vending and cold 
drink markets which continue to 
account for an increasingly larger 
share of our total business. The fur¬ 
ther development of these markets 
has enabled us to reach our customers 
more frequently with a variety of 
products and packages to satisfy a 
broad spectrum of consumer prefer¬ 
ences. 

During the year, we continued to 
successfully employ creative market¬ 
ing and promotional campaigns to 
improve our presence and position 
in food stores. These efforts are still 
being emphasized, as the take-home 
market provides the financial and 
marketing base to support the devel¬ 
opment of other channels of distribu- 

General Cinema continues to be 
an industry leader in innovative pack¬ 
aging. Consumer acceptance of the 
2-liter plastic bottle first introduced 
in 1977 continued unabated in 1978. 
In 1979 we plan to have all of our 
major brands available in this attrac¬ 
tive and convenient package. We are 
also expanding the distribution of the 
1-liter plastic container in certain 
selected markets, as well as the 10- 
ounce plasti-shield contour pack, 
which appeals to consumers who 
desire a smaller, single serving, con¬ 
venience container. 
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Theatre Division 


performance, in particular, and 
of the movie industry in general 
vides solid evidence of the resur 
in “movie going” over the last fi 
years as Hollywood has improve 


1,4 Our theatre business is 
growing profitably and we 
will continue to add care¬ 
fully selected new units in 


much as they followed attendance 
increases of 20.1% overall and 10.6% 
comparative in fiscal 1977, a year 
which was impacted by the all-time 
box office success, “Star Wars.” Our 


and close control of theati 
costs, the Division’s opera 


gortes of operating expenses, im 
ing film costs. 

Refreshment sales in our the; 
a very’ important and profitable 













Per capita sales of popcorn, candy 
and soft drinks continued their long¬ 
term upward trend, reflecting the 
success of our marketing programs. 

At October 31, 1978, General 
Cinema operated 791 theatres (335 
units) located in 37 states and the 
District of Columbia. Our Theatre 
Division is the largest motion picture 
exhibitor in the United States, both 
in terms of revenues and number of 
screens, and is by far the largest oper¬ 
ator of multi-theatre units in shop¬ 
ping centers. Our theatre business is 
growing profitably and we will con¬ 
tinue to add carefully selected new 
units in growth markets. This past 



year we opened 18 new shopping 
center units containing 57 theatres. 
We also added 15 new auditoriums to 
existing units. As in the past, the new' 
units which opened last year, as a 
group, were profitable. We closed or 
otherwise disposed of 18 theatres 
during fiscal 1978 which, together 
with those closed the previous year, 
substantially completes our program 
of weeding out older, unprofitable 
indoor units and most of our drive-in 
theatres. 


Summary of Theatres 
In Operation at October 31, 1978 
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Capital expenditures totalled S7.8 
million in fiscal 1978. These expendi¬ 
tures were almost entirely for new 
theatres, as properly maintained 
theatre equipment has a long life and 
only a minimal amount of cash needs 
to be reinvested annually to maintain 
it. Capital expenditures are estimated 
to be about $8.5 million in fiscal 1979, 
as we expect to add about 70 new 
theatres to our circuit during the 
year. 

Despite our improved operating 
results. General Cinema and the 
movie exhibition industry must still 
be concerned with the volatility of 
earnings—the direct result of the ex¬ 
treme sensitivity to the supply and 
quality of product. Even though we 



expect 1979 to be a reasonable film 
year, we may have periods of dis¬ 
appointing theatre earnings on a 
quarterly basis, and over the longer 
run, possibly even for a full year, 
because the total number of films 
being produced is still considerably 
below the industry’s and our Theatre 
Division’s exhibition capacity. We 
are, however, becoming more opti¬ 
mistic about the future supply of 
films. More film projects are being 
initiated; our suppliers are becoming 
more financially sound; and new 


important production and distribu¬ 
tion companies are being formed. 
Therefore, over the long run we are 
confident that our theatre business 
will continue to be healthy in spite of 
its volatility. Our overall growth, 
however, may be slower as we add 
fewer theatres, on a percentage basis. 

Vve do not believe that home enter¬ 
tainment will become a potential 
major competitor to first-run movie 
theatres. As we have stated in the 
past, home movies, no matter which 
delivery system is employed, will not 
effectively compete for our theatre 
patron.They simply do not substitute 
for an evening out—nor do they offer 
the large screen, the quality sound or 
the participating audience—all of 
which are available at our readily 
accessible shopping center theatres. 

In summary, the Theatre Division 
had a truly remarkable year. The 
momentum of 1978 is carrying-over 
into fiscal 1979 with many of the holi¬ 
day pictures performing well. Al¬ 
though we are unable to predict the 
commercial success of pictures yet to 
be released, based upon the number 
of high budget films scheduled by the 
major studios, the film outlook for 
the rest of the year appears good. 
This, when taken together with the 
incremental earnings from new 
theatres opened and the absence of 
any significant write-downs associated 
with theatre closings, leads us to be¬ 
lieve that the Division will have a 
good year, although operating results 
will probably not reach those record¬ 
ed in 1978. 


10 
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Extensive research disclosed a sub¬ 
stantial consumer market for orange 
flavored soft drinks—much larger 
than most previously published esti¬ 
mates indicated. It was also deter¬ 
mined that the name “Sunkist” 
stands for excellence and that there 
would be a significant interest in a 
quality orange soft drink marketed 
under that brand name. 

Based on this research, we retained 
leading consultants and advisors to 
assist in the brand development 
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Dividend Policy 


General Cinema's long-standing pol¬ 
icy has been to share its earnings 
growth with Shareholders in the form 
of increased cash dividends. The 
annualized quarterly cash dividend 
rate, adjusted for splits, has increased 
in each of the last 10 years from 11.6c 
per share in 1968 to $ 1.12 per share 
in 1978. 

In 1976, the Board of Directors 
formalized this Policy by stating the 
following: 

Although it is recognized that Gen¬ 
eral Cinema’s earnings may not in¬ 
crease every year, it will be the 
general policy of the Board to in¬ 
crease the Company’s cash dividend 
in an orderly fashion as long as the 
prospects for the Company and the 
economy in general are favorable at 
the time such action is proposed. It is 
also the objective of the Board to 
increase the annualized payout ratio 
(the indicated annual dividend rate, 
divided by the current year’s earn¬ 
ings) over the next few years to a 25- 
30% range. In light of the foregoing, 
each dividend increase should not be 
looked at by itself, but as part of an 
overall dividend policy. 

In view of this policy, the Board 
increased the quarterly cash dividend 
payout from 22C per share to 28C per 
share—a 27% increase—with the divi¬ 
dend paid October 25,1978. As a 
result of this increase, the annualized 
payout ratio is now 25.3%. 

In December 1977, the Company 
initiated an Automatic Dividend 
Reinvestment and Cash Stock Pur- 


Dividends Per Share 


$1.00' 



1974 1975 1976 1977 1978 


CSPeMnlassluMM 

chase Plan. The Plan provides the 
owners of our common stock with a 
simple and convenient way to pur¬ 
chase additional shares by reinvesting 
their cash dividends and/or by the 
optional investment of additional 
cash amounts. The Company will 
absorb all brokerage and agency fees 
for stock purchased in connection 
with the Plan. 

Owners of common stock may en¬ 
roll in the Plan at any time and par¬ 
ticipants will receive quarterly 
statements listing their Plan holdings. 


14 
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Financial Review 


General Cinema's operating results 
were up dramatically during the fiscal 
year ended October 3 1, 1978. Consoli¬ 
dated net earnings and earnings per 
share advanced 21.7% over the prior 
year's record let els to .82-1,611,000 and 
S I.-la, respectively, on total revenues 
ol §59-1.857,000. Operating earnings 
before corporate expenses and taxes 
advanced -11.0% to 865.635,000 as 
all three ol the Company's operating 
groups turned in record perform¬ 
ances. Net earnings advanced at a 
lower rale due to a significant in¬ 
crease in corporate expenses attrib¬ 
utable primarily to a .85.3 million 
increase in research and development 


General Cinema has clearly 
demonstrated its ability to 
expand its businesses and 
increase its profitability dur¬ 
ing its 18-year history as a 
public company. 



expenses relating to Sunkist Soft 
Drinks, Inc. and a .82.3 million reserve 
against the Company's prior invest¬ 
ment in I urniture retailing. Consoli¬ 


dated operating margins increased to 
1 1.0% from 10.0",. in the prior year. 
The combined state and federal in¬ 
come tax rate was 45.2%, approxi¬ 
mately the same as last year. Return 
on average shareholders' equity rose 
to 20.-1% lrom 19.1% during fiscal 
1978. 

During the fiscal year, the Com¬ 
pany continued to strengthen its 


Revenues 

594.9 



197-1 1975 1976 1977 1978 


financial position. Shareholders' 
equity rose by .816.-1 million to 8128.8 
million and book v alue per share 
increased to .823.5 1. The Company 
issued .827.5 million ol 15-year, 83/,",', 
Senior Notes to institutional lenders, 
thereby completing its 840 million 
private placement. As a result ol re¬ 
ceiving the proceeds lrom this financ¬ 
ing and internally generated cash 
How, the Company paid off all ol its 
bank debt and had a substantial cash 
position lor most ol the year. At 
Oc tober 31, 1978, the Company had a 


cash balance ol .833.9 million, an in¬ 
crease ol §17.6 million over the pre- 
v ions fiscal year-end. 

Financial Ac counting Standards 
Board Statement No. 13 requires that 
certain long-term leases entered into 
alter December 31, 1976, be capital¬ 
ized and rellec ted both as assets and 
long-term debt on the balance sheet. 
The Company entered into ,822.8 mil¬ 
lion ol such leases in the fiscal year 
ended October 31, 1978. These capi¬ 
talized leases accounted for almost all 
of the 827.5 million increase in long¬ 
term debt to.8121.0 million at year end. 

Despite the increase in long-term 
debt, net interest costs advanced only 
moderate]) as interest income arising 
lrom the inv estment ol cash not 
needed lor operating purposes olfset 
the expense. Pretax interest coverage 
was 11.2 times, up somewhat from last 
year. Total fixed charge coverage 
(including minimum lease payments) 
was 3.0 times—the highest in the 
Company s public history. 

Consolidated cash capital outlays 


Operating Earnings 
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the product mix, linancia 
and management team to 
this record in the future. 


Return on Avert 
Shareholders Eq 
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Management's Analysis of Operations 


The information included in the lcn- 
Vear Comparison of Financial High¬ 
lights on pages 18 and 19 of this 
report indicates the growth of the 
Company over the last ten years. 
Certain matters that influenced 
operations for the last two years are 
discussed below. 

Consolidated 

Revenues increased SI29,791,000 
or 27.9% in the fiscal year ended 
October 31, 1978 and 599,751,000 or 
27.3% in fiscal 1977. These increases 
were attributable primarily to in¬ 
creased volume and higher prices in 
the Beverage and Theatre Divisions, 
and the consolidation of the operat¬ 
ing results of two bottling companies 
purchased in 1977. 

Consolidated costs and expenses 
increased $110,710,000 or 26.5% in 
1978 and $91,118,000 or 27.8% in 
1977 because of the higher volume of 
business and inflationary trends. 

Income taxes. State and Federal, 
increased S3,862,000 or 23.5% in 1978 
and 52,102,000 or 14.7% in fiscal 1977 
primarily as a result of a higher level 
of income in both years. 

Net earnings increased $4,381,000 
or 21.7% in 1978 primarily because of 
the increased volume of business and 
the improved Theatre Division 
margins. Net earnings increased 
S3,175,000 or 18.6% in 1977 because 
of the increased volume of business, 
the improved profit margin of the 
Beverage Division, and a lower tax 
rate due primarily to a higher level of 
investment tax credits. 

Beverage Division 

Beverage Division revenues in¬ 
creased $74,741,000 or 31.1 % in 1978 
and 551,480,000 or 27.2% in 1977 be¬ 
cause of increased case sales volume, 
and higher selling prices. 


Operating income increased 
57,472,000 or 25.0% in 1978 as a result 
of increased volume. Operating in¬ 
come increased 57,357,000 or 32.6% in 
1977 as a result of increased volume 
and operating efficiencies which 
resulted in improved profitability. 

Also, revenue and operating in¬ 
come benefited from the acquisition 
of two beverage franchises during 
Fiscal 1977. 

Theatre Division 

Theatre Division revenues in¬ 
creased $52,612,000 or 24.6% in 1978 
and $45,366,000 or 26.9% in 1977. 

The increases were due, in both years, 
to significant increases in attendance 
caused by an increase in the number 
of popular films, the addition of new 
theatres, and a small increase in 
average admission prices. 

Operating income increased 
510,854,000 or 75.7% in 1978 as a 
result of increased volume and oper¬ 
ating efficiencies that improved the 
profitabilitpijsales. Operating in¬ 
come increased 5926,000 or 6.9% in 

1977 primarily as a result of increased 
volume. Operating income would 
have increased more in both years 
except for write-offs of $2,441,000 in 

1978 and 52,511,000 in 1977 asso¬ 
ciated with the disposition of older, 
unprofitable theatres. 

Communications and Other 

Communications and Other rev¬ 
enues increased 52,438,000 or 22.4%, 
in 1978 as a result of increased tele¬ 
vision revenues and the consolidation 
of two radio stations. Revenues in¬ 
creased $2,905,000 or 36.4% in 1977 
as a result of an increase in television 


revenues and an increase in the num¬ 
ber of properties leased to others. 

Operating earnings increased 
5755,000 or 32.9% in 1978 because of 
an increase in television operating 
earnings and the consolidation of the 
financial results of two acquired radio 
stations. This was partly offset by a 
5783,000 provision for rent arrearages 
from leases. Operating earnings 
increased $350,000 or 18.0% in 1977 
due to an increase in television 
operating earnings and increased 
property rentals, which was partly 
offset by net write-offs of 5920,000 
associated with the disposition of 
properties. 

Net interest expense increased 
5631,000 or 10.6% in 1978 because of 
a higher level of borrowing, partly 
offset by increased interest income. 
Net inteiestexp^wce increased 
5961,000 or 19.2% in 1977 because of 
a higher level of borrowing and 
higher short-term interest rates. 

Administrative and Other ex¬ 
penses increased SI,438,000 or 71.5% 
in 1978 and S484,000 or 31.7% in 1977 
because of the expanded level of 
Corporate activity and general infla¬ 
tionary trends. 

Product Research and Develop¬ 
ment expenses were incurred as a 
result of activities commenced during 
the Fourth Quarter of 1977. 

Allowance for film investment 
losses increased $1,172,000 or 85.2% 
during 1978 and was attributable to 
increased investment and activity in 
film production. 

Allowance for other investment 
losses increased 51,172,000 or 85.275 
the Company’s investments in the 
retail furniture business. 
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Ten Year Summary 


General Cinema Corporation 
and Subsidiaries 


(Dollar amounts in thousands 
except Per Share Data.)V ' 

Years ended October 31, 1978 

1977 

1976 

REVENUES 

Beverage Division. 

. $315,156 

$240,415 

SI 88,935 

Theatre Division . 

. 266,369 

213,757 

168,391 

Communications and Other. 

. 13,332 

10,894 

7,989 

Total . 

. 594,857 

465,066 

365,315 

COSTS & EXPENSES 

Beverage Division. 

. 277,771 

210,502 

166,379 

Theatre Division . 

. 241,169 

199,411 

154,971 

Communications and Other . 

. 10282 

8,599 

6,044 

Total . 

. 529,222 

418,512 

327,391 

OPERATING EARNINGS 

Beverage Division. 

. 37,385 

29,913 

22,556 

Theatre Division . 

. 25,200 

14,346 

13,420 

Communications and Other. 

. 3,050 

2,295 

1,945 


Total . 

65,635 

46,554 

37,921 

CORPORATE EXPENSES 




Interest. 

6,598 

5,964 

5.003 

Administrative and Other. 

3,450 

2,012 

1,228 

Product Research and Development. 

5,850 

536 

- 

Allowance for Film Investment Losses . 

2,547 

1,375 

- 

Allowance for Other Investment Loss . 

2,280 

- 

300 

EARNINGS BEFORE TAXES . 

44,910 

36,667 

31,390 

INCOME TAXES. 

20,299 

16,437 

14,335 

EARNINGS BEFORE EXTRAORDINARY ITEMS. 

24,611 

20,230 

17.055 

NET EARNINGS . 

$ 24,611 

5 20,230 

$ 17,055 

DEPRECIATION AND AMORTIZATION . ... . . . . 

$ 22,421 

$ 17,265 

$ 14,776 

CAPITAL EXPENDITURES 




(Excluding Netv Theatres anci Acquisitions) . 

41,945 

24,271 

14,682 

TOTAL ASSETS. 

325,257 

258,372 

201,611 

TOTAL LONG-TERM DEBT (Including Capitalized Leases). 

121,016 

93,473 

65,014 

SHAREHOLDERS’ EQUITY . 

128,818 

112,442 

99,489 

LONG-TERM DEBT TO SHAREHOLDERS’ EQUITY. 

0.94 to 1 

0.83 to 1 

0.65 to 1 

NUMBER OF SHARES OUTSTANDING** . 

5,557,412 

5,562,719 

5,603,415 

PER SHARE DATA: 




Earnings Before Extraordinary Items . 

$4.43 

.$3.64 

$3.04 

Net Earnings . 

4.43 

3.64 

3.04 

Dividends Paid . 

.94 

.73 

.575 

Book Value . 

23.54 

20.32 

18.02 


* Not readily available. 

4 * Weighted average number of shares and common share equivalents 
18 outstanding adjusted to reflect stock splits and stock dividends. 
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1975 

1974 

1973 

1972 

1971 

1970 

1969 

5178,441 

$156,641 

$127,756 

$120,385 

$114,792 

$108,757 

$ 85,964 

180,006 

142,873 

117,121 

99,621 

80,183 

70,101 

57,926 

358,447 

299,514 

244,877 

220,006 

191,975 

178,858 

143,890 

161,106 

144.229 

119,316 

111,967 

105,987 

101,536 

79,393 

161,572 

127,770 

102,746 

85,964 

68,062 

59,048 

48,994 

322,678 

271,999 

222,062 

197,931 

174,049 

160,584 

128,387 

17,335 

12,412 

8.440 

8,418 

8,805 

7,221 

6,571 

18,434 

15,103 

14,375 

13,657 

12,121 

11,053 

8,932 

35,769 

27,515 

22,815 

22,075 

20,926 

18,274 

15,503 

5,696 

7,079 

5,893 

4,396 

4,179 

4,314 

3,940 

955 

845 

866 

627 

689 

537 

597 

800 


: 

: 

~ 


: 

28,318 

19,591 

16,056 

17,052 

16,058 

13,423 

10,966 

13,449 

9,002 

7,210 

7,321 

7,648 

6,418 

5,396 

34,869 

10,589 

8,846 

9,731 

8,410 

7,005 

5,570 

$ 14,869 

$ 11,057 

$ 9,442 

$ 10,349 

$ 9,198 

S 7,015 

$ 5,947- 

$ 13,694 

$ 12,887 

S 12,368 

.$ 11,484 

$ 9,511 

$ 7,645 

$ 6,220 

10,860 

10,401 

10,683 

11,735 

6,785 

* 

* 

203,487 

193,208 

178,999 

172,385 

138,782 

129,144 

109,790 

74,050 

79,911 

81,496 

85,525 

* 

* 


85,574 

73,071 

64,268 

.. 56,360 

40,673 

34df57- 

29,316 

0.87 to 1 

1.09 to 1 

1.27 to 1 

1.52 to 1 

* 

* 

* 

5,558,355 

5,497,808 

5,593,384 

5,574,210 

5,426,065 

5,375,941 

5,258,769 

.82.68 

1.93 

$1.58 

$1.75 

$1.55 

$1.30 

$1.07 

2.68 

2.01 

1.69 

1.86 

1.70 

1.30 

1.14 

.465 

.41 

.34 

.32 

.28 

.23 

.17 

15.51 

13.29 

11.69 

10.27 

7.76 

6.53 

5.55 


HI 
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Consolidated Balance Sheets 


General Cinema Corporation 
and Subsidiaries 


(Dollar amounts in thousands) October 31, 1978 1977 


Assets CURRENT ASSETS 

Cash and cash equivalents . $ 33,947 ? 16,351 

Notes and accounts receivable—Trade, less allowance for doubtful 

accounts $1,066 and $556 . 21,854 15,775 

Sundry deposits and receivables . 8,167 8,057 

Inventory . 23,961 14,630 

_ Other current assets . . 3,561 _ 2,516 

Total Current Assets. 91,490 57,329 


INVESTMENTS AND ADVANCES 

Unconsolidated affiliated companies—At underlying equity . 3,323 1,162 

Radio stations—At cost. —_ 6,259 

1,323 7,421 

PROPERTY, PLANT AND EQUIPMENT—AT COST 

Net of accumulated depreciation and amortization. 150,967 125,157 

OTHER ASSETS. 35,919 25,099 


FRANCHISES, TRADEMARKS, LICENSES AND GOODWILL 

Principally beverage franchises. 45,558 43,066 

$325,257$258,372 


20 See notes to consolidated financial statements. 
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October 31, 1978 

1977 

Liabilities current liabilities 

Long-term liabilities—Due within one year. 

Accounts payable . 

Taxes payable. 

. $ 8,011 

. 52,414 

. 10,742 

$ 5,470 
33,702 
10,087 

Total Current Liabilities. 

. 71,167 

49,259 

LONG-TERM LIABILITIES 

Senior debt . 

Subordinated debt. 

Other. 

. 101,36-8 

. 13,711 

. 5,937 

73,782 

15,070 

4,621 


121,016 

93,473 


192,183 

142,732 

DEFERRED FEDERAL INCOME TAXES. 

. 4,256 

3,198 


COMMITMENTS AND CONTINGENCIES 


and Shareholders’ 

Equity preferred stock— $1.00 Par Value 

Authorized and unissued—1,000,000 shares. 


_ 

COMMON STOCK—$1.00 Par Value 

Authorized—7,500,000 shares 

Issued—5,589,247 shares . 

5,589 

5,589 

ADDITIONAL PAID-IN CAPITAL. 

RETAINED EARNINGS. 

7,849 

119,701 

8,503 

100,306 


133,139 

114,398 

less common stock in treasury— At cost, 116,900 shares and 
54,339 shares. 

4,321 

1,956 


128,818 

112,442 


$325,257 

$258,372 
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Consolidated Statements of Earnings 


General Cinema Corporation 
and Subsidiaries 


(Dollar amounts in thousands 

except for Per Share Data) Years ended October 31, 1978 1977 

revenues . $594,857 $465,066 

COSTS AND EXPENSES 

Film rentals, cost of sales, payroll and other . 356,085 276,286 

Selling, operating and administrative . 150,716 124,961 

Depreciation and amortization. 22,421 _ 17,265 

529,222 418,512 

OPERATING EARNINGS. 65,635 46,554 

CORPORATE EXPENSES 

Interest-Net . 6,598 5,964 

Administrative and other . 3,450 2,012 

Product research and development . 5,850 536 

Allowance for film investment losses . 2,547 1,375 

Allowance for other investment loss. 2,280 — 

20,725 9,887 

EARNINGS BEFORE INCOME TAXES . 44,910 36,667 

INCOME TAXES 

State . 3,723 2,671 

Federal . 16,576 13,766 

_ 20,299 _ 16,437 

NET EARN!NGS. $ 24,611 _ S 20,230 

NET EARNINGS PER COMMON AND COMMON EQUIVALENT SHARE. $4.43 S3.64 
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Divisional Statements of Earnings 


General Cinema Corporation 
and Subsidiaries 

Years ended October 31, 


Communications 


(I)ollar amounts in thousands) 

Beverage 

e Division 

Theatre 

i Division 

and Other 

1978 

1977 

1978 

1977 

1978 

1977 

REVENUES. 

$315,156 

5240,415 

$266,369 

S213,757 

$13,332 

510,894 

COSTS AND EXPENSES 

Film rentals, cost of sales, 
payroll and other .... 

181,620 

137,392 

170,639 

136,221 

3,826 


Selling, operating and 
administrative. 

80,099 

61,872 

64,635 

57,758 

5,982 

5,331 

Depreciation and 

amortization . 

16,052 

11,238 

5,895 

5,432 

474 

595 


277,771 

210,502 

241,169 

199,411 

10,282 

8,599 

OPERATING EARNINGS .... 

$ 37,385 

S 29,913 

$ 25,200 

S 14,346 

$ 3,050 

S 2,295 


Consolidated Statements of Shareholders’ Equity 


General Cinema Corporation 
and Subsidiaries 

Years ended October 31, 1978 and 1977 


(Dollar amounts in thousands) 

Commo 

n stock 

Additional 

Retained 

Tieasur 

stock 


Shares 

Amount 

paid-in capital 

earnings 

Shares 

Amount 

BAEANCE-October 31, 1976 

5,589,247 

S5,589 

511,845 

S 84,489 

67,789 

S2,434 

Net earnings. 




20,230 



Cash dividends paid— 







5-73 per share. 




(4,038) 



Repurchase of warrants . 



(3,000) 

(375) 



Shares issued on exercise 







of stock options. 



(342) 


(13,450) 

(478) 

balance—O ctober 31, 1977 

5,589,247 

5,589 

8,503 

100,306 

54,339 

1,956 

Net earnings. 




24,611 



Cash dividends paid— 







5-94 per share. 




(5,216) 



Shares issued on exercise 







of stock options. 



(636) 


(34,200) 

(1,221) 

Shares issued on 







acquisition of radio 







stations. 



(18) 


(28,239) 

(1,016) 

Shares purchased . 





125,000 

4,602 

balance—O ctober 31, 1978 

5,5S9,247 

55,589 

5 7,849 

5119,701 

116,900 

54,321 


See notes to consolidated financial statements. 
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Consolidated Statements of Changes in Financial Position 


General Cinema Corporation 
and Subsidiaries 


(Dollar amounts in thousands) Years ended October 31, 1978 1977 


SOURCES OF WORKING CAPITAL 

Net earnings . $24,611 $20,230 

Add: Expenses not requiring an outlay 
of working capital in current period: 

Depreciation and amortization . 22,421 17,265 

Allowance for losses on film, other investments 

and disposition of property. 5,892 4,495 

_ Other. 1,554 _337_ 

54,478 42,327 

Lets- Equity in net earnings of unconsolidated 

atfiiiated companies. 621_ 335 

Working capital provided from operations. 53,857 41,992 

Increase in long-term debt. 27,584 18,581 

Increase in capitalized lease obligations . 22,775 5,043 

Long-term liabilities assumed in acquisitions. 433 4,184 

Issuance of common stock . 1,583 136 

Net proceeds from disposition of property, leases and equipment. 1,616 241 

Net decrease in investments and advances . 480 919 

Other items—Net. 3,034 _ 665 

111,362 71,761 

USES OF WORKING CAPITAL 

Purchase of property, plant and equipment—Net 

New locations and acquisitions . 7,943 22,020 

Existing locations or facilities . 19,180 19,228 

Capitalized leases . 22,775 5,043 

Purchase of franchises, trademarks, licenses and goodwill . 2,924 7,308 

Decrease in long-term liabilities . 24,244 3,813 

Net increase in film production costs and scripts . 12,225 789 

Cash dividends . 5,216 4,038 

Purchase of common stock and warrants. 4,602 _ 3,721 

_ 99,109 _ 65,960 

INCREASE IN WORKING CAPITAL . $ 12,253$ 5,801 


24 See notes to consolidated financial statements. 

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 

























Notes to Consolidated Financial Statements 


General Cinema Corporation 
and Subsidiaries 


1. Summary of Significant Accounting Policies: 
PRINCIPLES OF CONSOLIDATION 
All majority-owned subsidiaries are included in the con¬ 
solidated financial statements. Affiliated companies in 
lylsich the CompanyQiVnSa less than majority interest are 
accounted for by the equity method. All intercompany 
accounts and transactions have been eliminated. 

Two beverage companies acquired in fiscal 1977 and a 
wholly-owned radio corporation acquired on May I, 1978 
are included in the consolidated financial statements since 
the dates of purchase. Pro forma results of operations, as¬ 
suming these acquisitions had been made at the beginning 
of fiscal 1977 are not presented because there would be no 
material difference from the results as reported. 
INVENTORY 

Inventory (including film production costs) is stated at 
the lower of cost (first-in, first-out method) or market. 
Market represents the lower of replacement cost or esti¬ 
mated net realizable value. Film production and print 
costs are capitalized. These capitalized costs will be amor¬ 
tized on the individual film forecast method when the 
films are released lor exhibition. Completed feature films, 
reduced by the portion allocated to secondary markets, are 
classified as current assets. Feature films in production are 
classified as non-current assets. 

PROPERTY, PLANT AND EQUIPMENT 
Depreciation and amortization has been provided on the 
straight-line method based upon the following estimated 
useful lives of the assets: 


_ Years 

Buildings and improvements 10-10 

Equipment and fixtures 6-20 

Vehicles and vending machines 4-8 

Returnable bottles and cases 4 

Property leased to others 8-25 

Capitalized leases—Real estate 20-25 

—Equipment 4-7 

Leasehold improvements Lesser of lease or asset life 


Expenditures for maintenance, repairs and renewals are 
charged to expense as inclined whereas major betterments 
are capitalized. 

DEBT DISCOUNT AND EXPENSE 

Debt discount and expense is amortized over the term ol 
the applicable debt. 

LEASEHOLD EXPENSE 

Leasehold expense is amortized over the lease lives, not 
exceeding thirty-three years. 

FRANCHISES, TRADEMARKS, LICENSES AND GOODWILL 
Franchises, trademarks, licenses and goodwill acquired 
prior to fiscal 1971 are not amortized as management con¬ 
siders their \alue to beoi a permanent nature. Acquisitions 
subsequent to fist a 1 1970 in the amount of SI 8,128.000 are 

years. The amortization amounted to 3482,000 in 1978 and 
S311,000 in 1977. 


INCOME TAXES 

The Company and its subsidiaries file a consolidated 
federal income tax return and, where practical, con¬ 
solidated state tax returns. 

Investment credits are accounted for on the flow-through 
method whereby the benefit is reflected currently. 
DEFERRED FEDERAL INCOME TAXES 
Deferred federal income tax represents the tax effect of 
timing differences between financial and tax reporting. 
The principal differences relate to depreciation, deferred 
compensation arrangements and provisions for loss on 
theatre dispositions. 


2. Description of Operations: 

BEVERAGE DIVISION 

The Company manufactures and distributes Pepsi-Cola, 
Dr Pepper, 7- UP and other carbonated and noncarbonated 
beverages. The beverage business is conducted primarily 
under franchise agreements, and the production plants are 
located in nine states. 

THEATRE DIVISION 

The Company operates motion picture theatres in thirty- 
seven states and the District of Columbia. The theatre 
units are predominantly multiscreen and located in 
regional shopping malls in metropolitan areas. 
COMMUNICATIONS AND OTHER 

The Company operates a television station in Florida, FM 
radio stations in Chicago and Philadelphia and is a lessor 
ol real estate in sixteen states. 

ADDITIONAL FINANCIAL INFORMATION 


(In thousands) 

Theatre 

Corporate,* 
Communi¬ 
cations and 
Beverage Other 

Consoli- 

total 

Identifiable 

Oct. 31,1978 SS9.363 

$174,7-16 SGI, MS 

S325,257 

Oct. 31,1977 84,399 

138,391 35,582 

258,372 

Capital outlays: 

Oct. 31, 1978 7,843 

40,247 1,808 

19,898 

Oct. 31,1977 10,983 

33,668 1,640 

46,291 

•Includes identifiable corpo 

rate assets of S31,31 in 

978 and 

512,675 in 1977. 


3. Inventory: 

(In thousand s)_ 1978 1977 

Finished products. $ 7,988 S 6,129 

Raw materials and supplies. 8,962 7,216 

Theatre refreshment inventory. 1,578 1,285 

Film production costs and scripts .... 5,433 — 


523,961 $14,630 
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4. Investments and Advances—Radio Stations: 

On May 1, 1978, the Company issued 28,289 shares of its 
common stock and acquired 100% ownership of a corpora¬ 
tion that owned two radio stations. 


5. Property, Plant and Equipment (Partially 


Pledged): 

(In thousands) 1978 1977 

Land . S 4,691 S -1,095 

Buildings and improvements. 12,31 (i 10,090 

Leasehold improvements . 58,8-11 56.360 

Equipment and fixtures . 51,512 44,-171 

Vehicles and vending machines .... 31,564 30,847 

Returnable bottles and cases . 34,858 31,674 

Property leased to others . 4,105 4,729 

Capitalized leases—Real estate . . . 3,465 2,77-1 

—Equipment . . . 24,388 2,510 

225,743 187,550 

Less accumulated depreciation 
and amortization . 74,776 62,093 


Si 50,967 5125,457 


6. Other Assets (Partially Pledged): 

(In thousands) 1978 1977 

Unamortized leasehold expense (a) .. § 9,748 SI 1,454 

Notes, loans and accounts receivable— 

Due after one year . 8,240 5,372 

Subordinated notes—Net (b). — 2,280 

Executive loans (c) . 426 640 

Television programming rights . 2,179 1,922 

Film production costs and scripts .... 18,158 933 

Other . 2,168 2,498 


335,919 S25.099 


(a) Amortization of leasehold expense, consisting pri¬ 
marily of amounts paid to acquire theatre leases, is 
included in depreciation and amortization expense 
and amounted to 5921,000 in 1978 and 51,053,000 in 
1977. 

(b) The Company invested 53,380,000 in notes (including 
subordinated notes, convertible until 1988 into 80', ,'. of 
the common stock) of a corporation engaged in the 
operation of five retail furniture warehouse stores. The 
investment is staled net ol an allowance lor loss on 
investment of 53,380,000 and 51.100,000 at October 31, 
1978 and 1977, respectively. 1 lie 1978 fourth quarter 
adjustment reduced per share earnings .5.26. The 
Company did not recognize unpaid interest of 5465,000 
in 1978 and 83-18,000 in 1977. 

The Company also has guaranteed long-term real 
estate leases, expiring from i 980 to 2001, with mini- 
26 mum annual rentals ol 81,009,000 and equipment 


leases with minimum annual lentals ol 559.000, 
expiring Iron; 1981 to 1984. Idle Company has also 
guaranteed liabilities in the amount ol 52,001,000. 

(c) Loans made pursuant to the Key Executive Stock Pur¬ 
chase Loan Plan may not exceed 125% of .a partici¬ 
pant's annual base salary. Interest is fixed at the time 
of issuance and may not be less than 5%, nor exceed 12%. 


7. Long-term Liabilities (Excluding Current 
Maturities): 


(Dollar amounts in thousands) 

1978 



Interest 





R.ite 

Maturity 

Amount 

Amount 

Unsecured: 





Senior Notes 

n% 

1979-1990 

5 30,000 

530,000 

Senior Notes 
Revolving line 

8.75% 

1983-1992 

40,000 

12,500 

of credit (a) 

At orime 

1983-1985 


12,000 

Senior Subordi¬ 

9.5°; 




nated Debt (b) 

stated 





(8.1% 
elTei live) 

1979-1983 

13.711 

15,070 

Other notes 
Collateralized: 

6-8.6%, 

1979-1992 

4,210 

5,255 

Real estate (c) 

6-9.5% 

1979-1988 

3,391 

4,100 

Equipment (c) 
Leases and tele- 

5-12% 

1979-1980 

59 

717 

^ramiiiii™ 





rights (d) 

Film production 

•1-9.5% 

1979 1987 

2,929 

3,124 

Capitalized 




1,/aO 

Lease Obli¬ 
gations (e) 6 

.25-13.3% 

1979-2003 

20,779 

4,330 

Other Liabilities 


1979-1991 

_5.937 

1,621 


5121,016 593,4) 


(a) The revolving credit agreement dated as ol Ot toiler 31. 
1976, as amended, between the Company and several 
banks provides a maximum amount ol credit ol 
350,000,000. The maximum amount ol borrowing 
during the year was 512,000,000. Interest is at the prime 
rate increasing in fiscal 198.3 by I The Company has 
agreed to maintain a compensating c asii ha lance ot 5% 
ol theoiusiamlingcredit line and 10% ol borrowings 
and to pay a comiiiiLiiieiit lee at an annual rate ol %% 
of the unused line ol credit. 

The Company has an open line ol credit in the maxi¬ 
mum amount ot 515,000,000 with several banks. This 
debt laciiity has not been utili/cd sine e June 29. 1977. 
Interest is at the prime-rate. The Company has agreed 
to maintain a compensating cash balance of 10% of the 
credit line and 10% of outstanding loans. 
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(b) On December 14, 1976, the Company repurchased 
225,000 warrants for 52,250,000 and increased the 
interest rate on the then outstanding Senior Sub¬ 
ordinated Debt. The present value of the increased 
interest, in the amount of S684.000 in 1978 and 
S965.000 in 1977, has been included above as Senior 
Subordinated Debt, which is stated net of unamortized 
discount of 5473,000 in 1978 and 5695,000 in 1977. The 
notes are subordinated to Senior Debt. 

(c) Real estate and equipment carried at 57,529,000 in 
1978 and 511,035,000 in 1977 have been pledged as 
collateral for indebtedness. 

(d) Leaseholds and television programming rights carried 
at S5,805,000 in 1978 and 55,848,000 in 1977 have been 
pledged as collateral for notes payable. 

(e) Capitalized lease obligations consist of the following: 

(i) Two beverage facilities financed through Indus¬ 
trial Development Revenue Bonds. The lease pay¬ 
ments are sufficient to pay the principal and 
interest on the Bonds. Title to the properties trans¬ 
fers to the Company at the expiration of the leases. 

(ii) A beverage plant lease that includes a bargain 
purchase option exercisable in 1979. 

(iii) Certain leased vending machines and vehicles. 

(ivj A leased theatre. 

The future minimum lease payments of the above 
leases and their present value at October 31, 1978 is: 


(In thousands) 

1979 .$6,742 

1980 . 6,554 

1981 . 6,230 

1982 . 5,731 

1983 . 3,086 

Thereafter. 5,839 

Total minimum lease payments .34,182 

Amount representing interest, executory 

costs and unexpended trusteed funds .(8,945) 

1'i< ■ 111 calm- ,n t i. oil,.-i a j. !!'7s.'25.237 


ThesisjOmgute maturities of all liabilities and 

capitalized lease obligations are as lollows: 1979— 
58,011,000: 1980-513,307,000: 1981-512,56S.000; 1982- 
512,079,000; 1983-59,076,000; tlierea!ter-S73,9S6,000. 
Certain loan agreements contain, among other restrictions, 
provisions limiting the issuance of additional debt and 
guarantees, the execution of additional leases, the redemp¬ 
tion ol the Company’s capital stock and the payment ol 
dividends. At October 31, 197S- S21,720,000 of consoli¬ 
dated retained earnings were available lor the payment of 
dividends. 


8. Shareholders’ Equity: 

COMMON STOCK OPTIONS 

Eligible employees have been granted five-y f |»r options 


under a qualified stock option plan (expired on February 
28,1974),and ten-year options under the 1976Stock 
Option Plan. Options outstanding at October 31, 1978 
were granted at prices (not less than 100% of the fair 
market value ol the shares on the date of grant) varying 
from 510.375 to S36.125 per share. 

Changes in the outstanding options are summarized 
below: 


1978 1977 


Options outstanding—beginning of ye; 
Add: Granted . 

ar 80,959 
. 35,000 

43,900 

50,000 


115,950 

93,900 

Less: Exercised . 

Cancelled . 

. 34,200 

. . 2,900 

10,950 

2,000 


37,100 

12,950 

Options outstanding—end of year .. . 

. . 78,850 

80,950 


At October 31, 1978, the aggregate number of shares for 
which options may be granted under the 1976 Stock 
Option Plan was 165,000 shares. The Plan is administered 
by a Committee that has complete discretion in adminis¬ 
tering the Plan including acceptance of the surrender of 
exercisable options with the authorization of payment in 
cash or stock to the optionee in an amount equal to the 
appreciation in value of the stock covered by the option. 
The Company has provided a charge against income of 
5383,000 in 1978 and 5159,000 in 1977, representing the 
appreciation in value of the stock issuable under granted 
options. 

There are 243,S50 common shares reserved for issuance 
upon the exercise of stock options at October 31, 1978. 
EARNINGS PER COMMON AND COMMON EQUIVALENT 
SHARE 

Earnings per share is based upon 5,557,412 shares in 1978 
and 5,562,719 shares in 1977, the weighted average number 
of common and common equivalent shares outstanding 
during each year. 

Earnings per share ol common and common equivalent 
share assuming full dilution has not been presented 
because the dilutive effect is not material. 


9. Federal Income Tax Expense: 

A reconciliation of the Company's statutory and effective 
federal income tax expense and rates, is as follows: 



(Dollar amounts in thousands) \mount 


Statutorv tax expense. 

. .SI9.770 48 

SI 6,3 IS 

48 

Investment tax credit. 


(2,604) 

(") 

Other. 

331 1 



Federal income tax expense 

: SI 6.576 40 

SI 3,766 

17 


The above includes a deterred income tax expense (credit) 
of.S673.000 in 1978 and (SI 14,000) in 1977. 
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10. Commitments and Contingencies: 

LEASES 

The Company's long-term operating leases generally pro¬ 
vide that the Company will pay real estate taxes and other 
expenses and. in certain cases, additional rentals based on 
revenue. The rent expense consists of: 

(In thousands) 1978 1977 

Basic rent . i. 32-1,3-17 322,525 

Real estate taxes . 2,817 2,832 

Additional rent. 4,69(5 3,928 

331,860 329,285 


These leases are primarily real estate leases and provide lor 
minimum annual rentals. Unless the Company exercises 
its renewal options, the future minimum rental payments 
will be as follows: 

(In thousands) _ 

1979 . 

1980 . 

1981 . 

1982 . 

1983 . 

Thereafter 

3303,565 


3 23,705 
23,377 
22,646 
20,8-17 
19,864 
193,126 


Some of the above leases lor property and equipment that 
were entered into prior to January 1, 1977, will be 
accounted for as capital leases, ns defined by the Financial 
Accounting Standards Board Statement No. 13, beginning 
November 1, 1978. Information concerning these leases is 
as follows: 

a. These leases are primarily for beverage bottling plants 
and major bottling equipment and unless the Company 
exercises its renewal options, the iuture minimum 
rental payments will be as follows: 

(In thousands) 


1979 . 3 6,346 

1980 . 6,142 

1981 . 5,532 

1982 . 3,938 

1983 . 3,125 

Thereafter . 28,115 

_” _I I _7 353,228 


b. Rent expense was S7,271,000 in 1978 and 35,519,000 in 
1977 and consisted principally of basic rent payments. 

c. If these leases were capitalized, the related assets amor¬ 
tized on a straight-line basis and interest accrued on the 
basis of the outstanding liability: 

(1) The related assets would be carried at approx¬ 
imately $26,345,000 and 330,417,000 at October 
31, 1978 and 1977, respectively. 

(2) The present value of the minimum lease com¬ 
mitments, based upon interest rates ranging from 
6 to 12.6':;, wouid be approximately 330,890,000 
and 334,118,000 at October 31, 1978 and 1977, 
respectively. 

(3) Net earnings would be decreased by 3412,000 in 

28 1978 and $424,000 in 1977. 


d. The Company has options to purchase some of the 
property subject to these leases. 

GUARANTEES AND PLEDGE 

In connection with a 1969 agreement concerning the .iale 
and leaseback of four beverage plants, the Company guar¬ 
anteed notes payable ol the lessor in the amount of 
$3,000,000 and pledged the common stock ol three bev¬ 
erage subsidiaries as collateral for the lease. 

The Company has guaranteed leases lor several 50%- 
owned affiliated companies. The minimum annual rent 
under these leases is $407,000. 

In connection with the production ol a leature film the 
Company has guaranteed borrowings of 32,330,000. 

PENSION PLANS 

The Company has noncontribmoiy retirement plans for 
certain employees not covered by other plans. For these 
pension plans, the charges against income lor 1978 and 
1977 were 32,190,000 and 3843,000, respectively. 1978 
pension expense increased primarily because ol changes in 
the actuartial assumptions relating to fetWai social 
security benefits and increases in payroll rates. The esti¬ 
mated liability for past service is approximately 39,862,000 
and is being funded over periods ranging up to thirty 

The actuarially computed vested benefits under four plans 
exceed the assets by .82,581,000. 

INCENTIVE SHARE PLAN 

The Company has an Inc emit e Share Plan that provides 
for the granting ol awards to employees. There have been 
no grants since 1975. The Company lias provided charges 
against income of 3869.00(1 m 1978 and 3331,000 in 1977. 
Up to fifty percent ol an award may be payable in cash 
ratably over five years, and the balance isiredited to an 
Equivalent .Share Unit Account lor the employee's benefit 
to be redeemed alter three years at the i ate ol 20",', per 
year. At October 31, 1978 there were 48,749cquivalent 

LICENSING AGREEMENT 

On October 5, 1977, the Company entered into a long¬ 
term licensing agreement with Sunkist Glowers, Inc. lor 
the marketing ol carbonated solulrinks under certain 
Sunkist trademarks. Under the agreement the Company is 
conducting product development and test marketing, the 
tost of which has been expensed. 

The Company intends to nationally Iranthise the product 
to independent as well as Company-owned soil drink com¬ 
panies. The agreement may be terminated by the Com¬ 
pany at the end of the filth year and at the end of every 
other year therealter. 

The agreement protides for minimum royalty payments 
anti mass-media advertising based on a predetermined 
formula. 

FRANCHISE AGREEMENTS 

In 1978, the FederalTradeCommission ruled that terri¬ 
torial sales restrictions, pertaining to nonrelurnable con- 
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tainers, set forth in major soft drink franchisors’ franchise 
agreements, are unreasonable restraints of trade. Both 
Coca-Cola, fnc., and Pepsi Co., Inc., have appealed the 
decision to the courts. The Company is unable to predict 
the outcome of this litigation, but does not believe that a 
ruling against the franchisors would have a long-term 
material adverse effect on its beverage business. 
LITIGATION 

The Company and its subsidiaries arc parties to several 
law suits arising lrom their operations. Management is of 
the opinion that the outcome of these suits will not have a 
material effect on the Company's consolidated financial 
position or results of operations. 


i 1. Comparative Quarterly Financial Information 
(Unaudited): 


(Dollar amounts in thousands except lor Per Shal e Data) 

Net 

Operating Net earnings 

Rewnucs earnings earnings per share 


First quarter: 

1978 .? 130,011 

1977 93,098 
Second quarter: 

1978 129,099 

1977 98,048 
Third quarter: 

1978 171,112 

1977 1 11,-126 
Fourth quarter: 

1978 161,632 

1977 132,49-1 


.811,173 8 3,769 § .68 

7,123 2,569 .46 

14,041 4,711 .85 

10,909 3,913 .70 

24,935 10,318 1.85 

17,322 8,336 1.50 

15,486 5,813 1.05 

11,200 5,412 .98 


13. Replacement Cost Information 

(Unaudited): 

In compliance with Securities and Exchange Commission 
regulations, certain unaudited replacement cost data in 
the Company's Annual Report on SEC Form 10-K (a copy 
of which is available upon request) contains information 
based on estimates on the current and depreciated 
replacement cost of productive capacity and depreciation 
expense on a replacement cost basis. Such information 
shows that, on the basis of estimated replacement cost, 
property, plant and equipment and depreciation expense 
would be significantly greater than on the basis of his¬ 
torical cost. Disclosures with respect to inventories and 
cost of sales are not applicable because of the relatively 
short time span between purchase and sale of inventory. 
Although the cumulative impact of inflation over a 
number of years results in indicated higher costs for 
replacement of existing properly, plant and equipment, 
such costs would be partially offset by increased operating 
efficiency and price adjustments. Disclosures with respect 
to replacement cost ol productive capacity represent, in 
the Company's view, reasonable approximations of the 
information required. It is important that the data be 
viewed with caution without attempting to simplistically 
ascribe to it a degree of significance which may not be 
warranted. 


12. Analysis of Changes in Working Capital- 
Increase (Decrease): 

(In tliousalids) 


1977 


Ccrkf.nt Assists 

Cash and cash equivalents. 

Notes and act omits receivable— 

Trade . 

Sundry deposits and receivables 

Inventory . 

Other current assets . 

.. 817,596 

.. 6,079 

110 

.. 9,331 

.. 1,045 

812,465 

-1,142 

(247) 

5,468 

267 


34,161 

22,095 

Cl IMJIM Liauiutu-.s 

Long-term liabilities—Due within 

.. (2,541) 

(1,870) 

At c ounts payable . 

.. (18,712) 

(9,027) 

Taxes payable . 

. . (655) 

(5,397) 


(21,908) 

(16,294) 

Incri.asi. in Working Capital .. . 

.. 812,253 

S 5.801 
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Auditors Report 


Board of Directors and Shareholders 
General Cinema Corporation 

We have examined the consolidated balance sheets of 
General Cinema Corporation and subsidiaries as of 
October 31,1978 and 1977, and the related divisional 
statements of earnings and consolidated statements of 
earnings, shareholders' equity and changes in financial 
position for the years then ended. Our examinations were 
made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 


In our opinion, the consolidated financial statements 
referred to above present fairly the financial position of 
General Cinema Corporation and subsidiaries at October 
31, 1978 and 1977, and the results of their operations and 
the changes in their financial position lor the years then 
ended, in conformity with generally accepted accounting 
principles applied on a consistent basis. 

<S«/ 

Certified Public Accountants 


Boston, Massachusetts 
December 21, 1978 
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Corporate Officers 


Operating Officers 


Richard A. Smith 

Chairman of the Board & President 

Melvin R. Wintman 

Executive Vice President 

Samuel Frankenheim 

Senior Vice President—General Counsel & 

Herbert J. Hurwitz 
J. Atwood Ives 

Senior Vice President—Finance & 


Alexander M. Tanger 

Senior Vice President-Communications 

Robert J. Tarr, Jr. 

A. Anthony Trauber 
Vice President & Controller 

Emmanuel Kurland 
Secretary 

Maver Rabinovitz 
Assistant Secretary 


GCC Theatres, Inc. 

Melvin R. Wintman 

President 

Lawrence H. Lapidus 
Senior Vice President—Film 

William D. Zellen 

Senior Vice President—Finance 

Morris K. Englander 
Vice President—Real Estate 

Seymour H. Evans 

Vice President—Publicity & Promotion 

Armin J. Frankel 

Vice President—Treasurer 

Nathan R. Lavidor 

Vice President—Advertising 

David N. Leavitt 
Vice Presidcnt—Control Iet 

Joseph Saunders 

Vice President—Purchasing & Constructic 

Howard W. Spiess 

V ice President—Operations 

Stanley Werthman 

Vice President—Concessions 

Coral Television 
Corporation 
Alexander M. Tanger 
President 

Edward Q. Adams 

Senior Vice President & General Manager 

GCC Communications, Inc. 

Alexander M. Tanger 

President 

John F. Tenagiia 

Executive Vice President 


GCC Beverages, Inc. 
Robert J. Tarr, Jr. 

President 

Philip L. Arvidson 

Group Vice President 
John W. Bliss 
Group Vice President 

Stanley H. Flarris 

Vice President—Finance X: Administra 

John R Koss 

Vice Prcsiden t—Opera dons 

Lamar H. Russell 

Group Vice President 
Gary Schirripa 
Group Vice President 

Joel R. Weinstein 

Vice President—Marketing 

Victor Greenwald 


Charles Havican 

Vice President-Systems & EDI’ 

Edward E. Jenkins 

Vice President—PlaintingS. Business 
Development 

Peter R. Lavoy 

Assistant Vice President—Marketing 

B. Edward Pittman 

Vice President—Personnel 
Bernard Zitofsky 
Vice President—Controller 


Sunkist Soft Drinks, Inc. 
Mark L. Stevens 


GCC Films, Inc. 
Herbert J. Hurwitz 

President ' 


Auditors 
Touche Ross & Co. 

Boston, Massachusetts 

Corporate Counsel 
Singer, Stoneman & Kurland 

Boston, Massachusetts 

Special Counsel 
Ropes & Gray 
32 Boston, Massachusetts 
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Shareholder Information 


Stockholder Correspondence 
General inquiries about the Com¬ 
pany, its direction and results, along 
with requests for published financial 
information, should be made to the 
Corporate Financial Relations 
Department, General Cinema Cor¬ 
poration, Box 1000, Chestnut Hill, 
MA 02167,617-232-8200. 

For assistance on address changes, 
consolidation of multiple holdings, 
dividend payments or related 
matters, please contact the Transfer 
Agent. 

The Automatic Dividend Reinvest¬ 
ment and Cash Stock. Purchase 
Plan is summarized in the Dividend 
Policy section of this report. For 
further information, please write to: 
General Cinema Corporation, c/o 
The First National Bank of Boston, 
Automatic Dividend Reinvestment 
Plan, Post Office Box 1681, Boston, 
MA 02105. 


Transfer Agent and 
Registrar 

The First National Bank of Boston 
Post Office Box 644, Boston, 

MA 02101 


Stock Listing 

The New York Stock Exchange 
Ticker Symbol GCN 


10-K Available 


Securities and Exchange Commission 
Form 10-K is available upon written 
request to the Corporate Financial 
Relations Department of the 
Company. 


Annual Meeting 

Annual Meeting of Stockholders, 
Friday, March 9, 1979, at 10:00 a.m. 
The First National Bank of Boston, 
100 Federal St., Boston, Massachusetts 


General Cinema is 

an Equal Opportunity Employer 
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